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COMMONWEALTH OF KENTUCKY 

BEFORE THE UTILITY REGULATORY COMMISSION 

* * * * *  

In the Xatter of: 

THE APPLICATION AND PETITION OF THE ) 
FARMDALE DEVELOPMENT CORPORATION, I N C .  ) 
FOR AN ORDER AUTHORIZING SAID CORPORA- 1 CASE NO. 
TION TO REVISE RATES, ISSUE NOTES, 1 7539 
CONSTRUCT AND PERFORM ACCOUNTING 1 
PROCEDURES 1 

ORDER ON REHEARING 

On March 19, 1980 the Commission issued its Order in Case 

No. 7539 fixing the rates for Farmdale Development Corporation 

(hereinafter referred to as the Company). On April 2, 1980 the 

Company timely filed its "Petition for Rehearing, Reconsideration 

and Correction of Errors'' (referred to hereinafter as Petition). 

By Order dated April 22, 1980, the Commission set the Petition 

for Hearing on May 8, 1980 at its offices in Frankfort, Kentucky. 

Commissioner Oaken presided at the hearing. The Attorney General, 

intervening on behalf of the using and consuming public, filed a 
"Memorandum In Response To Petition for Rehearing, Reconsideration 

and Correction of Errors'' (hereinafter referred to as R e s p o n s e ) .  

In its Petition the Company alleges that the Commission 

ignored certain evidence, incorrectly considered matters never 

introduced as evidence in the case and made certain errors in its 

determinations of "Proforma Expenses Found Reasonable" in its 

Order dated March 19, 1980. The Petition then cites specific 

sections of the Order where these errors are alleged to have 

occurred. The Attorney General, in the Response, addresses four 

of the alleged errors. The allegations of the Company, the related 

position of the Attorney General and the Commission's findings 

with respect to each Issue nre summarized below: 

1. Petition alleges that the Commission's Order ignored 

testimony of the Company's owner and its Certified 

Public Accountant that the Company's utility property 

was not contributed property. 



Response  p o i n t s  o u t  t h a t  t h e  Commiss ion ' s  f i n d i n g  

c o n c e r n i n g  c o n t r i b u t e d  p r o p e r t y  is  corroborated 

by t h e  t e s t i m o n y  of t h e  Company's C o n s u l t i n g  

E n g i n e e r  a t  p a g e  32 o f  t h e  t r a n s c r i p t ,  t h e  Company's 

E x h i b i t  3 A ,  a n d  t h e  t e s t i m o n y  o f  Mr. S a u f l e y  i n  

Case N o .  6634. (1) 

The Commission has c a r e f u l l y  r e v i e w e d  t h e  above a l l e g a t i o n s  

together w i t h  t h e  t e s t i m o n y  presented a t  t h e  rehearing on May 8 ,  

1980. The Commiss ion  f i n d s  t h a t  t h e  e v i d e n c e  i n  t h e  r e c o r d  

clearly supports t h e  Commiss ion ' s  f i n d i n g  o n  c o n t r i b u t e d  p r o p e r t y  

a n d  t ha t  t h e  error a l l e g e d  by  t h e  P e t i t i o n  is unfounded a n d  

w i t h o u t  m e r i t .  T h e r e f o r e ,  t h e  f i n d i n g  on c o n t r i b u t e d  p r o p e r t y  a s  

set f o r t h  i n  t h e  March 19, 1980 O r d e r  is h e r e b y  r e a f f i r m e d .  

2. The P e t i t i o n  alleges error w i t h  r e s p e c t  t o  t h e  

amount allowed as a management f e e .  S p e c i f i c a l l y ,  

t h e  Company alleges t h e  Commission r e l i e d  on  o t h e r  

cases a n d  t h a t  t h e  record c o n t a i n e d  no  proof t o  

s u b s t a n t i a t e  t h e  Commiss ion ' s  f i n d i n g  i n  t h i s  case. 

The Response  p o i n t s  o u t  t h a t  t h e  Company's 

a c c o u n t a n t  t e s t i f i e d  t h e  a c t u a l  f e e  fo r  t h e  tes t  

year was $3,600; t h e  c o n s u l t a n t  estimates 50 t o  

7 5  h o u r s  i s  d e v o t e d  t o  t h e  o p e r a t i o n s  by t h e  

owner a n d  a t  page 7 of t h e  t r a n s c r i p t  of t h e  

October 15 h e a r i n g ,  t h e  owner i n d i c a t e s  l i t t l e  

or no  knowledge of t h e  fee. 

The Commission's rev iew of t h e  evidence i n d i c a t e s  t h a t  t h e  

Company's c o n t e n t i o n  t h a t  no proof e x i s t s  t o  s u p p o r t  t h e  f i n d i n g  

as t o  a r e a s o n a b l e  management f e e  is w i t h o u t  m e r i t .  The r e c o r d  

shows that the Company's accountant t e s t i f i e d  t o  an actual f e e  of 

$300 per month  b u t  g a v e  n o  bas i s  as t o  how t h e  f i g u r e  w a s  a r r i v e d  

at. The C o n s u l t i n g  E n g i n e e r  offered e s t ima tes  8 s  to the amount 

of t i m e  devoted r a n g i n g  from 50 t o  7 5  h o u r s  p e r  month bu t  s a id  

estimate was n o t  based o n  documented t i m e  records. The o w n e r  

(1) Case  N u m b e r  6634 w a s  i n c o r p o r a t e d  by r e f e r e n c e  i n  C a s e  Number 
7359. 
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a p p e a r e d  t o  have no  knowledge  of t h e  fee or its bas i s .  I n  v i e w  o f  

t h e  q u a l i t y  of t h e  e v i d e n c e  d u r i n g  t h e  o r i g i n a l  h e a r i n g ,  t h e  

Commission a p p l i e d  i t s  i n f o r m e d  judgment  a n d  based on  t h e  q u a l i t y  

of t h e  e v i d e n c e  received on r e h e a r i n g ,  r e a f f i r m s  i t s  f i n d i n g  t h a t  

a r e a s o n a b l e  management fee is $2,400 p e r  y e a r .  

3. P e t i t i o n  alleges pump repair e x p e n s e s  s h o u l d  n o t  

have b e e n  c a p i t a l i z e d  s i n c e  t h e  record shows t h a t  

f r e q u e n t  r e p a i r s  have b e e n  r e q u i r e d .  R e s p o n s e  

p o i n t s  o u t  t h a t  a t  p a g e  4 1  of t h e  October 15 

t r a n s c r i p t  t h e  Company's C o n s u l t i n g  E n g i n e e r ' s  

hopes are t h e  pumps w i l l  l a s t  l o n g e r  t h a n  six 

months .  

The Commission h a s  reviewed t h e  en t i re  r e c o r d  r e l a t i n g  t o  

t h e  problem e x p e r i e n c e d  w i t h  t h e s e  pumps. The  record is  f u l l  of 

claims by t h e  Company t h a t  its pumps are s u b j e c t  t o  vandalism and 

s a b o t a g e .  The i d e n t i t y  o f  t h e  v a n d a l s  o r  s a b o t e u r s ,  i f  a n y ,  is 

n o t  r e v e a l e d  by t h e  record. However, it is clear f r o m  the record 

t h a t  t h e  Company is e x p e r i e n c i n g  a h i g h  l e v e l  o f  r e p a i r s  o n  i t s  

pumps. The Commiss ion ' s  March 19, 1980 O r d e r  d e n i e d  i n  t o t a l  t h e  

Company's r e q u e s t  t o  e x p e n s e  t h e s e  costs as  r e a s o n a b l e  a n n u a l  

expenses.  However, o n  r e h e a r i n g  t h e  Commission is persuaded t h a t  

some a l l o w a n c e  s h o u l d  be made for  r e c o v e r y  of t h i s  cos t .  T h e r e f o r e ,  

the Commission f i n d s  t h a t  its Order of March 19, 1980 s h o u l d  be 

modified t o  i n c l u d e ,  i n  the P r o f o r m a  Expenses Found Reasonable, 

o n e - f i f t h  of t h e  $1,718 i n  e x t r a o r d i n a r y  r e p a i r s  i n c u r r e d  d u r i n g  

t h e  test y e a r .  I n  making  t h i s  a l l o w a n c e  t h e  Commission is p l a c i n g  

t h e  Company on  n o t i c e  t h a t  it e x p e c t s  a n  e a r l y  r e s o l u t i o n  t o  t h i s  

m a i n t e n a n c e  problem a n d  t h a t  t h e  Company should f i l e  w i t h  t h e  

Commission a r e p o r t  o n  t h e  p l a n  it h a s  implemented  t o  protect its 

p l a n t  f r o m  alleged v a n d a l s  and  s a b o t e u r s .  The Commission f i n d s  

t h a t  t h e  March 19 O r d e r  s h o u l d  be mod i f i ed  t o  reflect  t h i s  c h a n g e  

i n  Proforma E x p e n s e s  Found R e a s o n a b l e .  

4 .  P e t i t i o n  a l l e g e s  d e p r e c i a t i o n  ra te  of 5% is t o t a l l y  

i n a d e q u a t e .  

Response  p o i n t s  out  t h a t  t h e  Company i n t r o d u c e d  

no e v i d e n c e  t o  s u p p o r t  i ts claim of a 1 0 - y e a r  l i f e .  
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The Commission's review of t h e  record discloses t h e  

Company's a l l e g a t i o n  is unfounded .  I t  is clear t h a t  w h a t  t h e  

Company a t t e m p t e d  t o  do was a d o p t ,  for rate making p u r p o s e s ,  the 

d e p r e c i a t i o n  g u i d e l i n e s  p e r m i t t e d  by I n t e r n a l  Revenue Service f o r  

t ax  p u r p o s e s .  The C o n s u l t i n g  E n g i n e e r  said h e  made a review a n d  

i n  h i s  o p i n i o n  t h e  Company's d e p r e c i a t i o n  rates w e r e  r e a s o n a b l e .  

The s t u d i e s ,  i f  a n y ,  made by t h e  E n g i n e e r  were n o t  made a part  of 

t h e  record i n  t h i s  matter. The Commission finds no error on its 

par t  i n  u s i n g  i ts own e x p e r t  knowledge  of d e p r e c i a t i o n  ra tes  

c h a r g e d  by o t h e r  u t i l i t i e s  t o  c o n c l u d e  t h e  d e p r e c i a t i o n  rates 

proposed by t h e  Company are u n r e a s o n a b l e .  The Commission concludes 

t h a t  t h e  Company d i d  n o t  provide a proper documented deprec ia t ion  

s t u d y  which  c o n s i d e r e d  t h e  m o r t a l i t y  of t h e  p l a n t  a n d ,  t h e r e f o r e ,  

d i d  n o t  e s t a b l i s h  a basis f o r  its alleged error. 

5. P e t i t i o n  s ta tes  t h a t  a n  a n n u a l  accoun t ing  e x p e n s e  

of $1,200 and  t h e  amortization of $1,500 ( a t  $300 

p e r  y e a r )  e x p e n s e s  i n c u r r e d  i n  s e e k i n g  a C e r t i f i c a t e  

of P u b l i c  Conven ience  and N e c e s s i t y  i n  C a s e  No. 

7427 s h o u l d  n o t  h a v e  been excluded from t h e  P r o f o r m a  

Expenses  Found R e a s o n a b l e  i n  t h e  Commiss ion ' s  O r d e r  

of March 19, 1980. 

6. P e t i t i o n  s ta tes  t h a t  t h e  March 19 O r d e r  c i t e s  

i n c o r r e c t  l i s t i n g  of t h e  Company's p l a n t  

c a p a c i t y .  

7 .  P e t i t i o n  s ta tes  t h a t  t h e  ra tes  set by t h e  O r d e r  

of March 19 will not  p r o d u c e  the revenues  f o u n d  

reasonable by sa id  O r d e r .  

Response  does n o t  address t h e  above p o i n t s .  

The Commission h a s  r e v i e w e d  t h e  r e c o r d  a n d  d e t e r m i n e d  t h a t  

with respect t o  P o i n t  5 above t h e  data s u p p l i e d  i n  r e s p o n s e  t o  t h e  

request for  i n f o r m a t i o n  made a t  t h e  October 15 h e a r i n g  s u p p o r t s  

t h e  Company's claim and, thorcforc, j i , ~  Ordor  e n t p r c d  March 19, 

1980 s h o u l d  be m o d i f i e d  t o  a l l o w  a P r o f o r m a  Expense  o f  $1,500 

($1,200 for a c c o u n t i n g  fees and $300 f o r  a m o r t i z a t i o n  of e x p e n s e s  

i n c u r r e d  i n  C a s e  No. 7427) .  
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The sixth p o i n t  r a i s e d  by  t h e  P e t i t i o n  is n o t  s i g n i f i c a n t  a n d  

h a d  no material bearing o n  t h e  Commiss ion ' s  decis ion.  The  Commission 

points o u t  t h a t  w h i l e  t h e  Company i n  i ts P e t i t i o n  c h a s t i s e s  t h e  

Commission for d e l a y s  i n  e n t e r i n g  i ts Order, it then resorts t o  t h e  

p r a c t i c e  of r a i s i n g  p o i n t s  t h a t  o b v i o u s l y  h a v e  no  s i g n i f i c a n t  material 

i m p a c t  in t h i s  matter. Such  a n  a p p r o a c h  seems t o  r u n  contrary t o  

t h e  e f f i c i e n t  p r o c e s s i n g  o f  a rate case. However, t h e  Commiss ion  

does by  t h i s  Order  amend its Order  o f  March 39, 1980 t o  75,000 GPD 

vs .  68,000 GPD as  l is ted in Appendix "A" of t h a t  Order. 

The s e v e n t h  p o i n t  raised by t h e  Company is a v a l i d  p o i n t .  I n  

past  cases the Commission h a s  f i x e d  d i f f e r e n t  rates based on  s i n g l e -  

family a n d  m u l t i - f a m i l y  r e s i d e n c e s .  I n  t h i s  case no  ev idence  was 

presented as to t h e  mix of c u s t o m e r s  s e r v e d  b y  t h e  Company. The  $7.60 

ra te  i n c l u d e d  i n  Appendix "C" of t h e  March 19 O r d e r  for m u l t i - f a m i l y  

residences was d e s i g n e d  t o  p r o v i d e  t h e  Company w i t h  a ra te  f o r  m u l t i -  

f a m i l y  r e s i d e n c e s  o n  a p r o s p e c t i v e  basis. The Commiss ion ' s  rev iew 

of t h e  Company's "Annual R e p o r t "  shows n o  breakdown of c u s t o m e r s  on  

t h i s  basis even  though such a breakdown of c u s t o m e r s  is r e q u i r e d  a t  

p a g e  12 of that report. P r o s p e c t i v e l y ,  t h e  Commission bel ieves  t h i s  

kind of problem can be avoided by t h e  Company s i m p l y  comply ing  w i t h  

t h e  Commission's reporting requirements. The Commission assumes 

t h a t  a part  of t h e  fee paid by t h e  Company t o  its accountant is for 

t h a t  purpose. Based on t h e  f o r e g o i n g  d i s c u s s i o n  t h e  Commission f i n d s  

t h a t  t h e  m u l t i - f a m i l y  r e s i d e n t i a l  rate s h o u l d  be e l imina ted  from 

Appendix "Att of t h e  O r d e r .  

The f o l l o w i n g  s c h e d u l e  sets f o r t h  t h e  cost of service t h e  

Commission finds f a i r ,  j u s t ,  and reasonable on r e h e a r i n g :  

Revenues  Found R e a s o n a b l e  by Order 

Add: A m o r t i z a t i o n  of E x t r a o r d i n a r y  
Dated March 1 9 ,  1980 

Maintenance !$ 344 
Restore AccountinR Fee and 
Amortize Cost of C a s e  7427 1,500 

A d d i t i o n a l  Billing F e e  
($344 + $1,500) x 15% 277 

Income T a x e s  74 

Margin (12% of Expense  & Income 
Taxes) 308 

Total A d d i t i o n a l  Revenue 
R e q u i r e m e n t s  

P ro fo rma  Revenues Found Reasonable 
o n  R e c o n s i d e r a t i o n  

f 

f 

$26,333 

2 , 5 6 0  

928,893 
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The Commission f i n d s ,  b a s e d  o n  t h e  f o r e g o i n g  d i s c u s s i o n  a n d  

t h e  above t a b u l a t i o n ,  t h a t  t h e  Company should be allowed t o  i n c r e a s e  

i ts month ly  rates i n  order t o  p r o d u c e  $2,560 i n  a d d i t i o n a l  r e v e n u e  

o v e r  a n d  above t h e  amount g r a n t e d  by  t h e  Commiss ion ' s  Order of 

March 19, 1980. 

IT IS THEREFORE ORDERED t h a t  Appendix "A" a t t a c h e d  t o  t h e  

March 19, 1980 O r d e r  is h e r e b y  r e s c i n d e d .  

I T  IS FURTHER ORDERED t h a t  t h e  ra te  set f o r t h  i n  Appendix "A" 

attached hereto be a n d  is h e r e b y  f i x e d  as t h e  f a i r ,  j u s t ,  a n d  

r e a s o n a b l e  rate for  t h e  Company a n d  is e f f e c t i v e  f o r  service r e n d e r e d  

on and after t h e  date  of t h i s  O r d e r .  

IT  IS FURTHER ORDERED t h a t  a l l  o t h e r  f i n d i n g s  of the Commission 

i n  its March 18, 1980 Order be a n d  are h e r e b y  r e a f f i r m e d .  

IT IS FURTHER ORDERED t h a t  t h e  Company s h a l l  w i t h i n  t h i r t y  

(30) d a y s  o f  t h e  date  of t h i s  O r d e r ,  f i l e  a repor t  o n  i ts  p l a n s  for 

p r o t e c t i n g  i ts t r e a t m e n t  p l a n t  from t h e  alleged v a n d a l s  a n d  s a b o t e u r s .  

I T  IS FURTHER ORDERED t h a t  t h e  Company s h a l l  f i l e  w i t h  t h e  

Commission, w i t h i n  t h i r t y  (30) d a y s  f rom t h e  d a t e  of this O r d e r ,  

its revised t a r i f f  s h e e t s  s e t t i n g  f o r t h  t h e  rate a p p r o v e d  h e r e i n .  

Done a t  F r a n k f o r t ,  Ken tucky ,  t h i s  t h e  1st d a y  of August ,  

1980. 

UTILITY R GUJAATORY COMMISSION 2 

ATTEST : 

S e c r e t a r y  



APPEND I X ' A 'I 

APPENDIX TO AN ORDER OF THE UTILITY REGULATORY 
COMMISSION I N  CASE NO. 7539 DATED AUGUST 1, 1980 

T h e  f o l l o w i n g  rate is  prescr ibed  for sewage d i s p o s a l  services 

rendered by t h e  Farmdale Development Corporation for customers 

l o c a t e d  within its service area. 

Type of S e r v i c e  Provided 

Single-Family R e s i d e n t i a l  

Monthly R a t e  

$11 .41  Per Residence 


